Marketing: Strategy 

[image: image1.png]


Tools

Increase Text Size Decrease Text Size E-mail This Article Printer Friendly Download PDF Added To Alerts 

Free Guest Access

by special arrangement 

Your free guest pass allows you to read this premium article.

Feature Article

Profiting from Proliferation 
An explosion of new customer segments, sales and service channels, media, and brands is challenging marketers to reinvent themselves so they can simultaneously prioritize opportunities in a more sophisticated way and increase the consistency and coordination of their marketing execution.
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The following article provides an overview of Profiting from Proliferation, a new book by The McKinsey Quarterly on how companies should respond to the challenges posed by rising complexity in today's marketing environment—which is characterized by increasingly fragmented customer segments, the declining effectiveness of traditional media, and a constantly expanding number of distribution touchpoints. 

The contents of the entire book are available for download by clicking on the PDF icon [image: image4.png]


at the top of this page. (PDF size is 4.6 MB. Download time will be slightly longer than that of typical Quarterly PDFs.) Audio files of the individual chapters are also available.

The proliferation challenge

David Court, Tom French, and Trond Riiber Knudsen

The scope of today's marketing challenge is breathtaking, and proliferation is the reason. Recent advances in technology, information, communications, and distribution have created an explosion of new customer segments, sales and service channels, media, marketing approaches, products, and brands. But despite better customer information management and lower communications costs, marketing to consumers and businesses is becoming more complex and difficult every day. Marketers—even the most sophisticated—are struggling to keep up.

To understand the full impact of proliferation, consider the wireless-telecommunications market. Carriers used to manage 3 demographically oriented consumer segments; today they manage more than 20 need- and value-based ones. Rather than view baby boomers as a single segment, the industry has created 6 or 8 subsegments, differentiated by their usage tendencies and product needs. The number of discrete offerings has ballooned into the hundreds: prepaid and postpaid calling plans; family-friendly and nights-and-weekend plans; text-, data-, and messaging-capable mobile telephones; video and music phones; and so on. The number of distribution touchpoints has increased from three to more than ten, including company-owned stores, shared and exclusive dealers, telemarketing agents, affinity partners, and the Web. As a result of customer-specific service bundles, the number of price points exceeds 500,000. And the number of communications vehicles will continue to grow dramatically as event marketing, viral marketing, product placement, and other approaches augment traditional media such as television, whose effectiveness is under assault.

The same picture holds true in business-to-consumer (B2C) and business-to-business (B2B) industries as varied as packaged goods, pharmaceuticals, retail banking, post and parcel, automotive, and advanced materials. Although proliferation is playing out differently across sectors, a few common characteristics underlie its challenge for marketers:

· Polarizing and fragmenting customer segments. In many industries, including cars, clothes, computers, and retailing, revenues are growing faster at the high and low ends of the market than in the middle (Exhibit 1). At the same time, in B2B markets such as air cargo and specialty chemicals, customers are becoming more discerning about when they are, and when they are not, willing to pay extra for premium offerings or solutions. For B2C and B2B companies alike, staying in the middle is often a death sentence, while focusing on just one end of the market is a recipe for slow or no growth.1 What's more, in many B2C industries, marketers must contend with an increase in the number of meaningfully different customer segments—an increase resulting from factors such as the greater influence of ethnicity and lifestyle differences in consumption patterns.

· More sales and distribution touchpoints. To meet the rising demand for convenience and flexibility, nearly all marketers are adding new channels, touchpoints, and, sometimes, distribution partners. By offering more sales and service options, marketers help consumers to cope with a busier, more complex world and enable B2B buyers to deal with an increasingly competitive environment. In so doing, these marketers have conditioned customers to expect great flexibility and choice. Even in an industry as basic as maintenance and repair operations, new technologies let companies offer more just-in-time channels, such as Internet ordering and on-site automatic parts dispensers. Yet the channel and touchpoint needs of customers vary widely by segment, and giving all of them everything they want is a recipe for financial ruin. 

· Diverse communications vehicles. Advertising is exploding; in Germany, for example, the number of television commercials increased from 400,000 in 1991 to 2,500,000 a decade later. Cutting through such clutter is challenging and will become even more so. Rising advertising costs, an increasingly fragmented viewership, and the growing prominence of digital video recorders are reducing the efficacy of TV advertising, which by 2010, we estimate, could be only 35 percent as effective as it was in 1990. A similar story is playing out in direct marketing. For B2B marketing, the impact of recent trends is harder to measure but probably will be equally dramatic as media proliferation dampens the effectiveness of traditional vehicles, including sponsorship events and trade magazines.

Alternative vehicles—such as the Internet, viral marketing, and product placement—show great promise: in some categories, banner ads and online video generate brand awareness more cost effectively than traditional television advertising. But these alternatives haven't achieved the scale needed to pick up the slack from traditional "workhorse" communications vehicles. Advertising will thus be effective only if marketers can manage a diverse and complex media mix. 
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Marketers have responded to proliferation by bolting on new brands, new customer segment strategies and segment managers, new-channel program managers, and, most recently, new strategies for evolving communications vehicles, such as the Web and viral marketing. These responses are not only adding to costs but also introducing a host of problems, including lower customer satisfaction resulting from inconsistencies across channels and segments, a lower level of insight into the needs of customers as each new team focuses on executing its own piece of the marketing program, and a decrease in agility as the organization as a whole responds more slowly to changes in the competitive landscape and the marketplace.

Dealing with—indeed, profiting from—proliferation calls for a more complete solution that requires a fundamental reassessment of marketing strategy, execution, and organization. As the marketing environment fragments, companies need to become more sophisticated at identifying, prioritizing, and allocating resources toward the most attractive segment and channel opportunities. Many marketers will thus have to overhaul their brand, growth, and sales and service strategies. To avoid mushrooming complexity and to keep from dissipating economies of scale while pursuing growth amid proliferation, the marketing organization will also need to increase its consistency and its coordination of execution dramatically in areas such as pricing, segment management, and promotional spending. It all adds up to an unprecedented level of change for marketers: a true transformation of processes, roles, and capabilities.

Proliferation and marketing strategy

In an environment of proliferation, a marketer's capacity to generate profitable growth depends on the ability to recognize and invest resources in opportunities lying at the intersection of ever-expanding numbers of customer segments, distribution channels, and product categories.

Frequently, though, the results of such efforts disappoint. Although many marketers are launching new brands or subbrands to address their customers' fragmented needs, they often achieve little revenue growth and suffer from increased complexity and diminished brand power. Others provide a wide variety of sales and service touchpoints but are becoming vulnerable to attack because their basic transaction costs are too high to compete with no-frills specialists and they lack the sophistication to take on high-end solutions specialists. In many industries, such as retail banking (Exhibit 2), the satisfaction of customers actually declines as they struggle to navigate the channels available to them.
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These issues may sound disconnected, but they all reflect a common strategic problem: isolated, poorly integrated responses to proliferation inhibit companies from identifying the most valuable opportunities and from allocating the human and financial resources needed to seize them cost effectively. Only with greater integration of brand, growth, sales, and service strategies can companies respond coherently to the challenge of proliferation.

Brand strategy

An explosion of brands in industries such as autos, pharmaceuticals, and white goods is leading companies toward brand strategies at either of two extremes: trying to have just one brand for each growth opportunity or shifting to a megabrand whose breadth frequently makes it difficult to reach customers.

The right way to set brand strategy in a proliferating environment is to spend less time on individual brand activities and more on making decisions about the portfolio as a whole. Successful portfolio approaches require companies to prune some brands and to identify strong ones that can be stretched into adjacent spaces crossing the lines of segments or business units: consider P&G's phaseout of more than 1,000 brands over the past half dozen years and IBM's successful stretch of its core brand from hardware to services. Active portfolio management that establishes roles, relationships, and boundaries between brands is critical to getting brand strategy right on an ongoing basis.

Growth strategy

In today's marketing environment, strategies for stimulating growth depend heavily on insights about the preferences and behavior of customers at the points where segments, channels, and categories intersect. Centralized market research groups cannot dig deeply enough at those intersection points to obtain valuable data, to create true insights by integrating this information, or to transform insights into channel-, category-, or format-specific activities.

Marketers need an insights network whose interconnecting parts include data from many internal and external sources that, when integrated, can yield a proprietary edge, as well as partners that can provide and help analyze some of the needed data. Leading credit card companies, such as American Express and Capital One, buy external customer data, merge this information with existing databases on credit card usage, and develop rich customer profiles. High-powered insights networks also incorporate innovative qualitative or experiential research to improve the company's understanding of the customer. One example is the in-context interviews that some pharmaceutical companies use to gather breakthrough insights into what the industry calls "noncompliance"—the failure of patients to take the medications prescribed for them. To ensure that insights generated by the network help companies prioritize their opportunities, they must embed those insights in their key decisions by restructuring processes for brand and sales planning, new-product development, and marketing investments.

Sales and service strategy

Even as companies in many industries add channels, they endure declining customer satisfaction plus competitive attacks from low-cost specialists and high-end solutions players. Why? Those companies are allocating sales and service resources relatively uniformly, with each account and channel receiving resources proportionate to its size, regardless of how customers want to interact with their sales or service provider or how profitable they may be. Such an approach is problematic in an environment of proliferating distribution channels, which make it easy for customers to mix and match suppliers.

Companies must redefine how they allocate sales and service resources. Their first step should be to determine what level of support their customers need for each type of interaction—by assessing, for example, the preferences of customers and their willingness to pay for in-person versus telephone-based help for basic service problems or sales calls. For interactions that cut across all customers, companies need a high-quality, low-cost platform for sales support and service processes. This lean backbone typically includes hotlines for customers, order-processing systems, and central sales-support functions (such as frequently used sales materials) that companies employ repeatedly. 

It's also necessary to develop customized modules, or high-touch overlays, when customers value additional sales or service support enough to cover its cost (Exhibit 3). These modules might include teams of industry experts, solutions-development teams, and "hunting" teams that focus on acquiring new customers. The result is a more selective response to fragmenting customer needs and to proliferating sales and service touchpoints.
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Proliferation and marketing execution

These new strategies require well-coordinated execution that delivers consistent, cost-effective marketing programs for the segments, channels, formats, and categories where companies are seeking growth. At many companies, though, proliferation is breeding inconsistency, as the managers added to ensure the right focus on new segments or channels build their own Web sites, hire their own advertising agencies, develop their own variants on the company's brand positioning, and establish their own measurement systems. The consequences include rising costs, complexity, and customer confusion. In addition, senior marketing executives, such as CMOs and global brand managers, are frustrated to find that they can't quickly obtain comparable information about financial performance, customer satisfaction, or brand health across business units, regions, channels, and segments.

To be sure, superb marketing in today's environment calls for decentralized segment and channel management. Yet neither uncoordinated decentralization nor bureaucratic centralization is sufficient on its own to cope with proliferation. What's required is more of a clean-sheet approach that defines "how we do marketing," which in turn drives systems, processes, templates, tools, and performance-management techniques across key segments and channels. The end result is far more than a loose set of guidelines; it's a true commercial operating system that helps stamp out unjustified internal complexity, ensures that best practices are shared quickly, and supports speedy reactions to marketplace changes. Marketers need this kind of consistency and coordination to deal with the execution challenges that proliferation poses in managing brands, key accounts, marketing investments, pricing, and segmentation. Three examples will help illustrate the benefits.

Consistency in pricing

Companies must now juggle thousands—in some cases, millions—of price points while seeking to maintain a consistent pricing and communications strategy across an ever-increasing number of products and vehicles. Even companies that use state-of-the-art approaches to analyze and improve their pricing performance are frequently disappointed with the results. The reason is that traditional management approaches, which distribute responsibility for pricing decisions across functions and geographies, are inadequate in today's complex environment.

Proliferation therefore demands a new approach to pricing, with highly transparent processes and performance standards; a common system for pricing across brands, channels, and segments; and organizational balance achieved through a central pricing group that integrates the model throughout the company but doesn't make every decision. In many cases, this new approach will require substantial changes in the way companies make their daily pricing decisions, as well as revised systems, organizational roles and responsibilities, performance metrics, and incentives.

Consistency in customer segment management

Since market polarization and proliferating distribution channels have made customer segments more fluid and shifts in value among them more common, managing segments has assumed greater importance. Advances in customer relationship management (CRM) and other technologies have helped marketers to keep customer-level scorecards and to consolidate them on a timely basis. Even so, bolt-on management approaches and functional silos prevent many companies from consistently measuring, understanding, and focusing management attention on what happens within and across segments—to say nothing of how these developments relate to aggregate marketing plans.

To realize the benefits of a focus on changes occurring within and across segments, companies must fully integrate segment planning and performance management with their traditional business-planning process. The typical organization can begin to accomplish this goal through segment-oriented performance measurement and reporting. Over time, the company is likely to need segment owners. Although they can augment rather than replace the organization's existing product, service, and functional units, they must have meaningful influence over the allocation of resources related to segment-level targets and be accountable for identifying and delivering distinctive value to the most attractive customer segments. 

Consistency in managing marketing investments

A third area where more consistent operating practices are particularly valuable is helping companies to improve their marketing ROI—the returns they earn on their marketing investments. Media fragmentation and the declining efficacy of traditional television ads are undermining those returns and making it more difficult than ever to measure them.

At a time of splintering audiences and media, marketers can create a coherent overview of a company's entire marketing outlay by consistently applying investment fundamentals, such as clarifying the objectives of marketing investments, finding and exploiting points of economic leverage in the business, managing risk, and creating greater transparency about the profitability of marketing programs across business units. Following these principles while applying increasingly sophisticated, well-proven analytic tools also helps marketers to intervene at the specific points of economic leverage where the returns on investment are highest. In this way, marketers can mitigate the dilutive effect of a fragmenting environment in which most new vehicles (such as the Internet, viral marketing, product placement, and cell phones) remain below scale.

Managing the commercial transformation

The level of change required to profit from proliferation involves what we refer to as a commercial transformation—an overhaul of a company's core marketing and sales processes, roles, and capabilities.

Carrying off change of this magnitude at a brisk pace is difficult in any functional area, and several factors make it particularly tricky in marketing. Marketing and sales organizations are more diverse and complex than the shop floors where many improvement programs take place, so it's tough to keep disparate parts of the organization working together. Furthermore, since jump-starting growth is often the rationale for a commercial transformation, the effort requires not just strong execution but also creativity—which raises the degree of difficulty and the complexity of the decision making. Finally, uncertainty in predicting the responses of competitors and customers to marketing changes makes it challenging to eliminate variability (a goal of many operational-change efforts), places a premium on flexibility, and complicates the establishment of goals and metrics.

As a result, executives orchestrating wholesale change in sales and marketing organizations need to take several steps that go beyond traditional change-management techniques. First, they should not only set aspirations bold enough to require better integration of far-flung parts of the organization but also lead the transformation more forcefully than they might think necessary. Second, they should particularly emphasize building new skills, changing mindsets, and establishing new ways of working. These efforts often take place in the context of installing a new commercial operating system, which can serve as a way to catalyze change and then institutionalize it. Third, senior executives will have to make trade-offs—such as how centralized the effort should be and how much they should tailor it to the needs of individual business units—more frequently and in greater detail than they do in most operational-change programs. If executives instead allow business units, countries, and districts to choose from a broad menu of ideas and tools, the transformation will probably fail.

These issues aren't just for CMOs and senior marketing executives. Given the far-reaching nature of the changes that proliferation requires, CEOs too must be involved in the transformation. Without their participation, it's difficult to have what P&G's CEO, Alan G. Lafley, says are the elements critical to an effective transformation: "disciplined strategic choices, structure that supports the strategy, systems that enable large organizations to work and execute together, winning culture, and leadership."

The rewards—profitable growth and sustainable differentiation against companies that don't overhaul their marketing model—make the effort worthwhile. The future will belong to companies that capture the fragmented opportunities that proliferation presents while maintaining consistency, coordination, and scale. [image: image11.png]
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Notes

1 For more on market polarization, see Trond Riiber Knudsen, Andreas Randel, and Jørgen Rugholm, "The vanishing middle market," The McKinsey Quarterly, 2005 Number 4, pp. 6–9.
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